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Eastshore began as an Alberta based startup energy 
exploration and production company in mid 2003 
with an IPO of $9 million, no significant production, 


and: 


The Right Stuff 


the people 


The integration 


of strong technical 


talents and wealth 
of experience into 
a small, effective 
team. 


the plan 


A well defined 
strategy to tailor 
Opportunity to 
talent and 
experience. 


Growth through 
the drill bit. 


The ability to 
move quickly 
and efficiently. 


the product 


Sweet natural gas 
with associated 
natural gas liquids 
yielding a high 
dollar return. 


Long life reserves. 


Operated drilling 
and production. 


High working 
interests. 


the place the timing 
Focus Area As in most things 
West Central in life, timing is 
Alberta. everything. 


The economic 
opportunity for the 
energy sector, 
especially gas in 
North America, has 
never been better. 


Depth range: 
2000 - 3000 m. 


Underutilized 
pipeline and gas 
plant infrastructure. 


Immediate market. 
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As a startup public company in the 
Western Canadian energy business, 
there is abundant opportunity to 
build a production and cash flow 
base from investor dollars. Having 
the right combination of talent 
and experience, or The Right Stuff, 
to apply to opportunity, makes it 
happen. 


In the array of startup or small 
energy companies, there are many 
stories for the shareholder to sort 
through — all are different. 


The Eastshore Difference 


Everything comes down to the 
strategic plan, commitment to the 
plan, and execution of the plan. 


Our strategic plan was formulated 
by Eastshore's founders, tailoring 
the technical talents and 
experience to the opportunities 
within a well defined focus area. 
Simply stated: 


®  Eastshore will build through 
the drill bit. 
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i Eastshore will maintain high 
working interests and operate. 

i Eastshore will drill a fewer 
number of wells at low-to- 
medium risk, with every well 
having potential high impact 
to production and value. 

f  Eastshore will build quality 
production and long life 
reserves of high pressure 
natural gas and associated 
hydrocarbon liquids. 


Our production growth profile in 
the first two years is expected to 
move up in steps as a result of 
this strategy. My role is to work 
with the talents and experience to 
ensure we adhere to our strategy 
and access opportunity. 


The First 6 Months 


As a Startup public Company in 
June, there was great pressure to 
establish drilling success and 
generate production. For a 
Company mandated to grow via 
the drill bit, the technical teams 
must be “fast and good" By 
September we had made our first 


gas discovery and by November, 
our first gas production was on- 
stream. A second gas pool was 
discovered in October and 
production on-stream by 
December. As the year ended, 
Eastshore had established on- 
stream gas and associated liquids 
production of 350 boe/d from 
three wells in two pools — all 
through the drill bit and all 
operated. 


At year end 2003, Eastshore had 
drilled and operated five wells 
with working interests ranging 
from 57% to 100%. 


At the outset in June, Eastshore 
had a small, but high quality land 
position, which resulted in the 
first two gas wells. The geological, 
engineering, and land group 
established land positions on 
other new prospects within the 
focus area, and a portion of our 
IPO capital was allocated to land 
purchases, poolings, and farmin 
commitments. 


Most significantly, by year-end we 
had established a strong land 
position on a second gas pool 
discovery. This project requires 


multiple wells in 2004 - many at 
100%. An equity issue of $6 
million was completed in 
December, followed by a second 
$5.125 million issue in February, 
2004. This gave Eastshore the 
capital flexibility to drill several 
wells on Company land in 2004, 
to continue building production 
and cash flow. 


At year-end 2003, with very little 
production history, establishing 
proven and probable reserves 
under the now strict guidelines is 
challenging. | am pleased that our 
reserves, which are very young in 
life, are close to 1 million boe for 
proven and probable, yielding 
finding costs of $10.85/boe. 
Generally, it takes two to three 
years to establish realistic finding 
costs as capital allocations vary 
from initiation costs, to land, to 
drilling, to facilities, as first 
reserves are being built. Our 
target over three years is to 
average proven finding costs in 
the $9/boe range. 


As the year ended, Eastshore had 
successfully initiated its strategic 
plan and remained steadfast to 
the plan, the key driver being the 
talents and combined experience 
of the small, but highly effective 
technical team. Eastshore has 
positioned itself nicely to apply 
working capital to opportunity as 
we move into 2004. 


Executing the Plan 


Growth and building a company 
primarily through the drill bit, 
exploration and development, is a 
three to four year cycle and 
evolves through three stages 
following the initial capitalization 
and start up: 


Stage 1 


H Build initial land base, drill 
and establish success 

H Create first production 

f Initiate cash flow 


Stage 2 


f Equity capitalization for 
development drilling of early 
discoveries and expanded new 
pool search 

f Active drilling of first stage 
reserves 

i Cash flow development and 
build up 


Stage 3 


i Establish corporate reserves 
and value 

8 Numbers come into line 
through cash flow 
redeployment, reinvestment 
ratio, finding costs, and 
reserve life index 

H Create momentum and long 
term value 


At the time of writing this report, 
the Company has completed three 
equity financings for a total of 
$20 million dollars to enable a 
very active development drilling 
program, reserves expansion, and 
building of the cash flow base 
through this year and on into the 
2005 year. This year we expect to 
reinvest $3 to $4 million dollars 
of our own cash flow. 


In 2004, as we enter our first full 
year, we are in Stage 1. Our 
approach going forward is to drill 
fewer wells at higher working 
interests, yielding material 
production and reserves for sound 
quality and effective value 
growth. 


Outlook 2004 - The Year Ahead 


Moving Eastshore into 2004 - or 
the second stage - Is already a 
major turning point for this young 
company. We have “The Right 
Stuff" to generate exponential 
growth through to exit, as several 
high impact, low risk, high 
working interest wells will be 
drilled in the first half. Eastshore 
has established its initial 
production and reserves base, a 
development land position, new 
prospects to drill, and a working 
capital position exceeding $10 
million. 


The capital budget planned is a 
minimum of $15 million with a 
review at mid year. During the first 
half, approximately $9 million will 
be spent primarily on development 
and step-out drilling at our latest 
gas pool discovery at Niton,100 
miles west of Edmonton. New 
production coming on-stream will 
generate cash flow for the third 
and fourth quarters. During the 
second half, we expect to drill at 
least three new prospect areas 
within the “Focus Area” and 
continue building the land base 
for further development. 


The key ingredient to building a 
Company is the strategic plan 

and sticking to it, with patience. A 
team such as the Eastshore's, has a 
clearly defined goal and moves as 
a single unit. 


| am pleased with our start in 
2003 and what | see ahead for us 
in 2004. 


SG bn 


Gary W. Burns 
Pies Geltct GresO! 


April 22, 2004 
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Land, Drilling and Production 


There is abundant opportunity to build 

a production and cash flow base from investor 
dollars. Having the right combination of talent 
and experience, or The Right Stuff, to apply to 
opportunity, makes it happen. We have referenced 
the Eastshore focus area as the key to execution 
of our strategy. The combined experience of our 
entire team is key to our focus. 
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The Eastshore focus area is in West Central Alberta and lies along a 
northwest to southeast trending fairway immediately east of the 


Rocky Mountain foothills belt. The fairway commences about 50 


miles north of Calgary, runs for about 200 miles in a northwest 


orientation, and is about 40 miles wide. . : A a : a oo 


ALBERTA 


* GRANDE 
PRAIRIE 


Focus Area 
+ EDMONTON 


Ricinus 


“CALGARY 


4, 160 gross — 3, 362 net aches . . 
468mboe co - pesenee ‘ 
237 boe/d So Production: 


123 boe|d 


The focus area has been selected 
in part due to the extensive 
pipeline and gas plant 
infrastructure built by the major 
oil companies for large, deeper 
gas projects in the 1960's and 
now under-utilized, as well as the 
potential for solid, economic gas 
production and reserves potential. 


Other key attributes of the Focus 
Area include: 


low to medium risk 
reasonable costs relative to 
high reserves potential 
high formation pressures, 
yielding long life reserves 
high reserves prospects within 
smaller areas allowing 
focused land acquisition and 
drilling 

‘year round access 


Land, Drilling and Production 


Eastshore Properties 


Eastshore has two project areas 
that have commenced gas 
production at Ricinus and Niton, 
both in West Central Alberta. The 
two project areas lie within the 
Focus Area and are sweet gas with 
associated natural gas liquids. 
Eastshore operates all production, 
which is tied into existing gas 
plants with available processing 
capacity. At exit 2003, total 
productive capacity net to the 
Company was approximately 350 
boe/d from three wells. 


New Prospect Areas 


Eastshore has acquired land in 
one other prospect area and is 
proceeding on farmins and land 
postings in three others. 


Ricinus Project Area 


The Ricinus Project lies 
approximately 100 miles 
northwest of Calgary, Alberta and 
was the first project to be drilled 
(successfully) by Eastshore. The 
Company drilled and operated 
three successful wells with a 57% 
working interest. Net production 


from two wells in the Ricinus 
Project at December 31, 2003 exit 
was approximately 120 boe/d. 


The Company has total acreage of 
7,520 acres, with a net land 
position of 3,887 acres. Further 
drilling during 2004 will be based 
on the completion and test results 
of the third well. 


Niton Project Area 


The Niton Project lies 
approximately 100 miles west of 
Edmonton and over the first six 
months of operation, the 
Company has accumulated a 
gross 4,160 acres of pooled, 
farmin, and Crown acquired lands. 
Net acreage to the Company is 
approximately 3,362 acres. The 
first successful well was drilled 
100% by Eastshore and tied in 
during December 2003 at 
approximately 240 boe/d. 
Eastshore Is operator of the 
project, which has available gas 
plant processing capacity, and in 
many cases, multi-zone gas 
targets. During the 2004 fiscal 
year, the Company plans to drill 
between 8 and 10 wells on this 
project, many of which will be 
100% working interest. During 
the first half, six to seven wells 
are planned. 
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Management's Discussion and Analysis 


Management's discussion and analysis of Eastshore's financial position and the results of its operations in 2003 should be read in conjunction 
with the audited financial statements presented in this Annual Report. 


BOE Presentation — Natural gas is converted to a barre! of oil equivalent (boe) using six thousand cubic feet equal to one barrel unless otherwise 
stated. This conversion conforms with the Canadian Securities Regulators’ National Instrument 51-101 - Standards of Disclosure for Oil and Gas 
Activities. 


Management's Discussion and Analysis contains the term cash flow from operations, which should not be considered an alternative to, or more 
meaningful than cash flow from operations as determined in accordance with Canadian generally accepted accounting principals ("GAAP") as 
an indicator of the company's performance. The Company also uses the term “netback", which is calculated as the average unit sales price, less 
royalties and operating expenses, represents the cash margin for every barrel of oil equivalent sold. This term does not have any standardized 
meaning prescribed by Canadian GAAP and, therefore, might not be comparable with the calculation of a similar measure for other companies. 


Forward Looking Statements 


no. Ta) 


Certain statements contained in this report, include statements which may contain words such as “could”, “expect, “believe", “will", “anticipate", 
“project” and similar expressions and statements relating to matters that are not historical facts are forward-looking statements. Actual future 
results may differ materially. Eastshore's documents filed with securities regulatory authorities describe the risks, uncertainties and other 
factors, such as changes in business plans and estimated amounts and timing of capital expenditures that could influence actual results. 


Overview of 2003 Financial summary 
Eastshore's first year held to it's $000's except per share amounts _ u 2003 
charted course and steadfast Oil, natural gas and liquids revenue 595 
discipline of exploring for and Cash flow from operations 368 
developing prospects within it's Per share (basic) 0.03 
Focus Area. This process has led to Net earnings 70 
the Company's initial production Per share (basic) 0.01 
and resulting cash flow Gross capital expenditures 9,656 
commencing in the fourth Working capital 5,852 
quarter. The following summary Shareholders’ equity 13,712 
highlights some of the financial Year end market capitalization 46,806 
achievements Eastshore has Year end common share price 3.15 
performed this year. Shares outstanding 14,859 
Weighted average shares outstanding 10,753 


(1) Prior to conversion of Class B's to Class A's. 
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Financial transactions 


Eastshore commenced operations 
in June 2003 with an initial public 
share offering consisting of Class 
A and Class B flow-through 
common shares. In doing so, the 
Company raised $9.0 million. 
Operations were underway and 
Eastshore began an active drilling 
program in one of its core areas. 
Subsequent land negotiations and 
public auctions led to the 
exploration and active drilling of 
Eastshore's second core area. 


A second public share offering 
took place In December 2003 
with the issuance of 2,666,667 
Class A common shares at a price 
of $2.25 per share yielding 
Eastshore approximately $6.0 
million. 


Eastshore is exiting 2003 with 
positive working capital of $5.9 
million, zero debt and exciting 
opportunities within its Focus 
Area. 


Financial analysis 


Eastshore commenced production 
in the fourth quarter of 2003 in 
both the Ricinus and Niton areas. 
The following tables highlight 
revenue earned by type and unit 
of production. 


Revenue 
Revenue by type 

2003 
ssi‘; 
Natural gas 465 65 
NGL's 118 16 
Royalty income 12 2 
Interest and other income 119 17 
Total revenue 714 100 
Natural gas and NGL revenue per unit of production 

2003 
a_i = —_ $000's: Per Unit, 
Natural gas 465 6.49 
NGL's a 118 33.07 
Natural gas and NGL revenue 583 372 


On a year to date basis, Eastshore has produced 71,662 mcf of gas and 
3,549 bbls of natural gas liquids with a barrel of oil equivalent totaling 
15,493. As Eastshore commenced production in November on two of its 
wells and December for the third, production on a barrel of oil equivalent 
in this quarter totaled 13,932. 


Throughout 2003 gas and NGL prices stayed strong and Eastshore was 
able to take advantage of this in the fourth quarter of 2003. Eastshore's 
revenue for 2003 was 65% weighted towards gas where the Company 
received an average price of $6.49 per mcf for the year. The price received 
for NGL revenue averaged $33.07 per bbl in 2003. Interest and other 
income of $118,948 was 17% of total revenue in 2003 as the Company 
invested in the short term money market yielding rates on average of 
2.75%. In the fourth quarter 2003, interest and other income amounted 
to $38,185. Royalty income was $12,189 for 2003 and $5,006 for the 
fourth quarter. 


Marketing 


Eastshore currently markets its gas to a major purchaser on a short-term 
sale and purchase basis with a thirty day termination provision priced at 
AECO NIT. Liquid sales are also contracted to a major purchaser with 
contracts between 3 months to two years. 


Royalties 

2003 
te ee eee ee a _____ $000's__per BOE 
Natural gas and NGL revenue 583 $37.62 


Royalties netofARTC 
Royalties as a percentage of revenue 11.9 19 
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Royalty expenses, net of ARTC in 
2003 amounted to $68,987. As a 
percentage of gas and NGL 
revenue, royalties net of ARTC 
were 11.9% due to two of the 
three wells being eligible for 
royalty holiday. In the fourth 
quarter 2003, royalty expense , 
net of ARTC was $60,987 as the 
first of the Company's wells 
subject to crown royalty came on 
in the fourth quarter. 


Operating expenses 


Operating expenses incurred in 
2003 were $91,955. On a barrel of 
oil equivalent, operating costs 
were $5.94. The Company 
produces all of its gas and NGL 
revenue through third party 
plants and has been successful in 
negotiating fair processing rates 
at these facilities. 


Operating expense for the fourth 
quarter of 2003 amounted to 
$64,875 as the Company brought 
on three new gas wells in the 
fourth quarter. 


Administrative expenses 


Gross administrative expenses 
Less: overhead recoveries 
Less: capitalized expenses 


Expensed administrative expenses ) 


Capitalization rate 


Net operating revenue 


Net operating revenue for the 
year 2003 including other income 
was $35.69 on a barrel of oil 
equivalent or $553,010. Eastshore 
has been able to take advantage 
of the high commodity prices, 
royalty holiday schemes and bring 
its products to market at some 
competitive processing rates. Net 
operating revenue in the fourth 
quarter 2003 was $442,260 
reflecting the cash flow generated 
from the Company's three new 
gas wells. 


Administrative expenses 


Eastshore's administrative 
expenses amounted to $390,473 
in 2003 including $82 of interest 
expense. Also included in general 
and administrative expenses Is 
$217,195 relating to stock-based 
compensation. On a barrel of oil 
equivalent administrative 
expenses were $25.20. As 
Eastshore has just commenced 
operations, much of the staff is 
employed in the exploration and 
development of the Company's 
reserves and as such the Company 
has capitalized 51.5% of its 
administrative expenses inclusive 
of overhead recoveries in 2003. 
The following table highlights 
Eastshore's general and 
administrative expenses. 


2003 
$000's 
805 
(118) 
(297) 
390 
51.5% 
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Administrative expenses (Cont'd) 


Administrative expenses in the 
fourth quarter 2003 were 
$239,635 which included 
$210,893 related to stock based 
compensation. The Company 
adopted the new method of 
accounting for stock based 
compensation in the fourth 
quarter whereby Eastshore records 
an expense for all common share 
options granted to employees, 
directors and consultants after 
January 1, 2003. Prior to the 
fourth quarter, Eastshore had 
expensed $6,302 in stock based 
compensation related to a 
consultant of the Company and 
had disclosed the impact of the 
employee options using the fair 
value method. 


Cash flow from operations 


Cash flow from operations amounted to $367,897 in 2003 and on a unit 
of production basis was $23.75 per boe. The following table highlights 
Eastshore's cash flow. 


Cash flow analysis 


2003 
nos Ue Se a... —__ $000's per BOE 
Gas and NGL revenue 583 37.62 
Other income 131 8.46 
Less: Royalties, net of ARTC (69) (4.45) 
ek. Operating expenses 1(92) (5.94) 
Net operating revenue esse hos 
Less: Administrative and interest expense (390) (25.20) 
Plus: Stock-based compensation included 
in administrative expenses 217 14.02 
oe Other cash expenses (12) 70) 
Cash flow from operations* | a 


* 


Funds flow from operations in the financial statements. 


Cash flow in the fourth quarter 2003 was $401,683 as the Company 
generated revenue from its first producing wells. 


Depletion and depreciation 


Eastshore's depletion, depreciation and accretion expense for 2003 was 
$249,998 or $16.14 per barrel of oil equivalent. Included in depletion and 
depreciation was an accretion for asset retirement obligations of $2,596 
which was calculated using the unit of production basis. The Company 
has not incurred any actual abandonment expenditures. In the fourth 
quarter all capital expenditures incurred throughout 2003 were included 
in the depletion calculation as the Company was no longer in a pre- 
production stage of operation as it had been in the third quarter. As such 
depletion and depreciation expense in the fourth quarter was $172,018. 


Income Taxes 


Capital taxes amounted to $11,835 in 2003 all of which relate to federal 
Large Corporations Tax. A reduction of $169,616 was recorded in 2003. 
The majority of the future income tax reduction was due to the 
substantively enacted changes to the federal and Alberta income tax 
rates. This rate reduction decreased taxes by $217,331. 


In the fourth quarter of 2003 the future income tax reduction was 
$114,557. 
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Summary of tax pools as at December 31, 2003. 


Available Maximum 


Balances Annual 
eee + ok $000's Deductions 
Canadian Exploration Expense 98 100% 
Canadian Development Expense 1,506 30% 
Canadian Oil and Gas Property Expense 1,475 10% 
Undepreciated Capital Costs 1,015 8-30% 
Share Issue Costs _oes 1,076 202% 
Total 5,170 


Liquidity and capital resources 


In June 2003, Eastshore received net proceeds of $9.0 million upon the 
issuance of Class A and Class B common shares. The issuance consisted of 
units priced at a $1,000 per unit with a minimum subscription of 5 units. 
Each unit was comprised of 600 flow-through Class A shares at $0.20 per 
share and 88 flow-through Class B shares at $10.00 per share 


The funds were used to finance the Company's exploration program. In 
December 2003, Eastshore received proceeds of $6.0 million through the 
issuance of 2,666,667 Class A common shares at $2.25 per share. The 
funds will be used to finance ongoing operations in the Company's Focus 
Area. At December 31, 2003 Eastshore has zero debt and positive working 
capital of $5.9 million. The following tables set out the Company's capital 
structure at book value and market value. 


Year end capital structure at book value 


2003 
ee = $000's % 
Working capital 5,852 30 
Common share equity 13,712 70 
Total 19,564 100 
Year end capital market value 

2003 
aa ‘= ; ; — 7 $000's Oo 
Working capital 5,852 11 
Common share equity ao ; 46,806 89 
Total 52,658 100 


Eastshore expects to initially fund its 2004 capital program of 
approximately $15 million with year end working capital, cash flow and 
equity that was raised in February 2004 of approximately $5.1 million. 


Capital expenditures 


Eastshore's capital expenditures 
are Summarized in the following 
table by type and percentage 
spent. 


LN Ae ss 


2003 
See ste cecats ln = _ eee 
Drilling and completions 6,125 63.44 
Tie-ins and facilities 642 6.65 
Land and seismic 1,413 14.63 
Property acquisitions 1,016 102 
Capitalized administrative 297 3.07 
Others >> Te aa oe ee 1633 ee oN 
Gross capital expenditures 9,656 100.0 


Included in the capital expenditures is $926,332 relating to interests in 
certain petroleum and natural gas assets from corporations controlled by 
Directors. As this transaction was between the founding shareholders of 
Eastshore and their related companies it was considered a related party 
transaction. The petroleum and natural gas assets were transferred at the 
seller's carrying amount and a related future tax liability in exchange for 
2,875,000 Class A common shares of the Company. Also included in the 
capital expenditures is an amount representing the base for depletion 
purposes of the asset retirement obligation. Eastshore incurred 
approximately $5 million in capital expenditures in the fourth quarter of 
2003 as the Company continued its active drilling program. 


Ceiling test 


Eastshore implemented the new guideline 16 "Oil and Gas Accounting - 
Full Cost" for ceiling test calculations. The implementation of this new 
guideline did not impact the Company's financial results for 2003. 


Drilling Activity 


Exploration Development Total 
Gross Net Gross __Net Gross Net 
Naturalgas § 3. 1.89 many, 5 3.46 
Oil - - - - - - 
Dry im: ee ie net eee a 
Total 3} {lated} 7 ALS) 5 3.46 


At December 2003 Eastshore has brought on production 3 of the 5 wells 
that have been drilled this year. 


Land Holdings 


At December 31, 2003 Eastshore has 31,520 gross acres of undeveloped 
land and 9,976 net acres of undeveloped land. 
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Reserves 


Reserves were evaluated under the new standards contained in National 
Instrument 51-101 ("NI 51-101"), which became mandatory at the end of 
December, 2003. 


Reserves Summaries 
The new definitions for reserves contained in NI 51-101 are as follows. 


1. Proved Reserves - are those reserves that can be estimated with a 
high degree of certainty to be recoverable. It is likely that the actual 
remaining quantities recovered will exceed the estimated proved 


reserves. 
| 2. Probable Reserves - are those additional reserves that are less certain 
Management S to be recovered than proved reserves. It is equally likely that the 


actual remaining quantities recovered will be greater or less than the 
sum of the estimated proved plus probable reserves. 

and Analysis 3. Possible Reserves - are those additional reserves that are less certain 
to be recovered than probable reserves. It is unlikely that the actual 
remaining quantities recovered will exceed the sum of the estimated 
proved plus probable plus possible reserves. 


Discussion 


Disclosure provided herein in respect of boe units may be misleading, 
particularly if used in isolation. A boe conversion ratio of 6 mcf to 1 bbl is 
based on an energy equivalency conversion method primarily applicable 
at the burner tip and does not represent a value equivalency at the 
wellhead. 


The corporate reserve estimates, dated January 1, 2004 were prepared by 
Gilbert Laustsen Jung Associates Ltd. ("GL"), an independent engineering 
firm in accordance with the definitions set out under National Instrument 
51-101 Standards of Disclosure for Oil and Gas Activities ("NI 51-101"). 


The Reserves Committee of Eastshore comprised of one independent 
Director and one dependent Director met with GU representatives and 
has reviewed the independent evaluator's report in accordance with the 
Committee's mandate. The following tables are presented in accordance 
with NI 51-101. 
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Summary of Oil and Gas Reserves and Net Present Values of Future Net Revenue 


Company Working Interest Reserves — 2003 Constant Prices and Costs 


Reserves 
Natural 
Natural Gas Oil 
Gas Liquids Equivalent 
a _ Mmef Mbbl — Mboe 
Proved Producing 
Natural Gas 2,621 158 595 
Other Company Revenue/Costs 8 - - 
Proved Producing : 2,621 ; 158 =s 595 
Total Proved 
Natural Gas 2,764 167 627 
Other Company Revenue/Costs sg SS - - 
Total Proved Z 2,764 7 167 : 627 
Total Proved Plus Probable 
Natural Gas 4,199 258 953 
Other Company Revenue/Costs - - = 
Total Proved Plus Probable 4,199 253 953 


Net Present Value of Future Net Revenue 
Before Income Taxes 


0% 


M$ 


(Sars 
1,077 


14,654 


14,217 


isa 
15,349 


20,491 


1,785 


22,276 


A 


Discounted at Various Rates 


5% 
M$ _ 


10,304 
823 


11,127 


10,907 
876 


11,783 


14,819 


16,160 


Summary of Oil and Gas Reserves and Net Present Values of Future Net Revenue 


Company Working Interest Reserves — 2003 Forecast Prices and Costs 


Reserves 
Natural 
Natural Gas Oil 
Gas Liquids Equivalent 
= Mmef_ Mbbl____—s Mboe 
Proved Producing 
Natural Gas 2,621 158 595 
Other Company Revenue/Costs- a 2 eel e 
Proved Producing 2,621 158 _ 995 
Total Proved 
Natural Gas 2,764 167 627 
Other Company Revenue/Costs- - = - 
Total Proved 2 Ot ee O/T 627 
Total Proved Plus Probable 
Natural Gas 4,199 253 953 
Other Company Revenue/Costs ~ - Se Oe 
Total Proved Plus Probable 4,199 253 953 


10% 
MS 


8,404 

pe 

EUS 
8,975 
ai) 
pa b86 


11,722 
UOTE 


152% 
Ms 


HAAS 


569 | 
A dSA 


AND, 
» Siz 
8,334 


SS 
920 


20% 
M$ 


6,314 
496 
6,810 


6,831 
542 
evs 


8,473 
802 


12,808 10,712 9275 


Net Present Value of Future Net Revenue 
Before Income Taxes 


0% 
M$ 


10,650 
872 
522 


11,187 
920 
12,107 


15,941 


asl 


17,398 


Discounted at Various Rates 


590 10% 15% 20% 

M$ M$ M$ — M$ 
8,196 6,774 5,852 5,203 

665 543 462404 
8861 7,316 6,313 5,607 
8704 7,256 6311 5,642 

12 587505445 
9,416 7,843 6816 6,088 
11,603 9,259 7,804 6,810 
Seale SN ee 
12,693 10,143 8,556 7,469 
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Reconciliation of Company Net Reserves 


By Principal Product Type — Forecast Prices And Costs 


January 1, 2003 
Extensions 
Improved Recovery 
Technical Revisions 
Discoveries 
Acquisitions 
Dispositions 
Economic Factors 
ErodUction 


January 1, 2004 res 


Conventional Natural Gas Natural Gas Liquids BOE 

Net Net Net 

Proved Proved Proved 

Net Net Plus Net Net Plus Net Net Plus 
Proved Probable Probable Proved Probable Probable Proved Probable Probable 
(MMcf)  (MMcf)_— (MMcf) (Mb!) (bbl) (Mbbl)_—— (Mboe) _—(Mboe) __ (Mboe) 
(30) (64) (94) (17) (13) (29) (22) (23) (45) 
2211 1121 3332 136 70 206 505 256 761 
81 14 95 8 1 4 VW 3 19 
(62) (62) (3) (3) (14) (14) 
2200 1071 3271 119 By) 176 486 236 721 


Summary of Pricing and Inflation Rate Assumptions - Forecast Prices Used in Preparing Reserves Data 


Gilbert Laustsen Jung Associates Ltd. Crude Oil and Natural Gas Liquids Price Forecast - Effective January 1, 2004 


WTl Edmonton — Natural Alberta Natural Gas Liquids 
Crude at Crude Gas at Edmonton 
Cushing (40° API, AECO Spec Edmonton Edmonton  Pentanes Exchange 
Oklahoma 0.3%S) $Cdn Ethane Propane Butane Plus Rate Inflation 
Year $US/bb| $Cdn/bbl /mmbtu $Cdn/bbl $Cdn/bb! $Cdn/bb!l $Cdn/bbl  $US/$Cdn % 
2003 (e) 30.96 43.51 6.66 nia 32.01 34.01 44.01 0.721 2.8 
2004 full year 29.00 37-75 5.85 19.50 26.75 28.75 38.25 0.75 125 
2005 26.00 Boos 1S 17.00 21.75 DAs 34.25 0.75 18 
2006 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 15 
2007 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 5 
2008 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 (5) 
2009 25.00 32150 5.00 16.50 20.50 22.50 33.00 0.75 (les 
2010 25.00 32.50 5.00 16.50 20.50 22.50 33.00 OLS 15 
2011 25.00 32.50 5.00 16.50 20.50 22.50 33.00 ORAS) 1S 
2012 25.00 82550 5.00 16.50 20.50 22.50 33.00 OW) 15 
2013 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 1.5 
2014 25.00 32.50 5.00 16.50 20.50 22.50 33.00 O75 15 


2015 Escalate at 1.5 % per year thereafter 


Summary of Pricing and Inflation Rate Assumptions - Constant Prices Used in Preparing Reserves Data 


Gilbert Laustsen Jung Associates Ltd. Crude Oil and Natural Gas Liquids Prices — Effective January 1, 2004 


WTI 


Crude at 
Cushing 
Oklahoma 


Year 

2003 (e) 

2004 full year 
Constant thereafter 


$US/bbI 


30.96 
SV Ney) 


Edmonton 
Crude 

(40° API, 
0.3%S) 
$Cdn/bbl 


43.51 
40.81 


Natural Alberta Natural Gas Liquids 
Gas at Edmonton 
AECO Spec Edmonton Edmonton Pentanes Exchange 
$Cdn Ethane Propane Butane Plus Rate 
/mmbtu  $Cdn/bbl $Cdn/bbl $Cdn/bbl $Cdn/bb! — $US/$Cdn 
6.66 n/a 32.01 34.01 44.01 0.72 
6.09 19.50 29.81 31.81 41.31 0.77 


Inflation 
Og 


2.8 
0.0 


a ee 
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Finding Costs 


Eastshore has built its first 
reserves through drilling and as a 
start up, has a very short 
production history with no pre- 
existing reserve base. Proven and 
probable reserves were assigned 
volumetrically until some 
production history and decline 
curves can be established. A 
company such as Eastshore has 
front-end capital requirements 
from initiation costs, to land, to 
facilities as first reserves are being 
built. Generally, it takes three 
years to establish a meaningful 
finding and development cost 
trend. Our proven and probable 
finding cost of $10.85/boe, 
includes future capital costs and 
at this early stage, is more 
representative and is still high to 


the targeted three year proven 
finding cost in the $9/boe range. 


Reserve Life Index 


Eastshore's Focus Area and 
mandated geological and depth 
targets yield high pressure gas 
reserves, at medium production 
rates. This combination naturally 
results in a stable decline (for gas) 
and longer life reserves. As 
production history yields more 
reserves per well, our Reserve Life 
Index is expected to increase over 
the next three years - likely to the 
8-10 year range. 


Eastshore's reserve life index at 
December 2003 for proven and 
probable reserves was 7.2 years. 
The Company had a reserve life 
index of 5.6 years on proven 
reserves. 


Reserve Life Index Summary (December 31, 2003) 


Proven reserves (Mbbl) 634 
2004 production (boe) 113 
Reserve life index (years) 5.6 


Critical Accounting Estimates 


The significant accounting policies 
used by Eastshore are disclosed in 
the notes to Eastshore's audited 
financial statements. Certain 
accounting policies require that 
management make appropriate 
decisions with respect to the 
formulation of estimates and 
assumptions that affect the 
reported amounts of assets, 
liabilities, revenues and expenses. 
The following discusses such 
accounting policies and Is 
included in Management's 
Discussion and Analysis to aid the 
reader in assessing the critical 
accounting policies and practices 
of the Company, and the 
likelihood of materially different 
results being reported. Eastshore's 
Management reviews its estimates 
regularly. The emergence of new 
information and changed 
circumstances may result in actual 
results or changes to estimated 
amounts that differ materially 
from current estimates. 


The following assessment of 
significant accounting policies is 
not meant to be exhaustive. The 
Company might realize different 
results from the application of 
new accounting standards 
promulgated, from time to time, 
by various rule-making bodies. 


Proven + probable (Mbbl) 961 


2004 production (boe) 134 


Reserve life index (years) Jed. 


Proven Oil and Gas Reserves 


Under National Instrument 51- 
101 (NI 51-101), "Proven" reserves 
are those reserves that can be 
estimated with a high degree of 
certainty to be recoverable (it is 
likely that the actual remaining 
quantities recovered will exceed 
the estimated Proven reserves). In 
accordance with this definition, 
the level of certainty targeted by 
the reporting company should 
result in at least a 90 percent 
probability that the quantities 
actually recovered will equal or 
exceed the estimated reserves. 
There was no such consideration 
of probability under NP 2B. In the 
case of “Probable” reserves, which 
are obviously less certain to be 
recovered than Proven reserves, 
Nl! 51-101 states that it must be 
equally likely that the actual 
remaining quantities recovered 
will be greater or less than the 
sum of the estimated Proven plus 
Probable reserves. With respect to 
the consideration of certainty, in 
order to report reserves as Proven 
plus Probable, the reporting 
company must believe that there 
is at least a 50 percent probability 
that the quantities actually 
recovered will equal or exceed the 
sum of the estimated Proven plus 
Probable reserves. The 
implementation of NI 51-101 has 
resulted in a more rigorous and 
uniform standardization of 
reserve evaluation. 
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Proven plus Probable reserves as 
defined in NI 51-101 are viewed 
by many industry participants as 
being comparable to the 
"Established" reserves definition 
that was used historically. Under 
the previous rules, the Established 
reserves category was generally 
calculated on the basis that 
Proven plus half of Probable 
reserves (as those terms were 
defined in NP 2B) represented the 
best estimate at the time. 
Eastshore believes that its 
Established reserves reported 
under NP 2B were calculated on a 
conservative basis as its estimate 
of reserves that would ultimately 
be recovered. As a result, and for 
comparison purposes, Eastshore 
has included Established reserves 
from its December 31, 2002 
Reserve Report as the December 
31, 2003 opening balances under 
the Proven Plus Probable reserves 
category reconciled on a 
Company Interest basis. Similarly, 
Eastshore has included 50 percent 
of Probable reserves from the 
December 31, 2002 Reserve 
Report as the opening balances 
under the Probable reserves 
category, again reconciled on a 
Company interest basis. 


The oil and gas reserve estimates 
are made using all available 
geological and reservoir data as 
well as historical production data. 
Estimates are reviewed and 
revised as appropriate. Revisions 
occur as a result of changes in 
prices, costs, fiscal regimes, 
reservoir performance or a change 


in the Company's plans. The effect 
of changes in proven oil and gas 
reserves on the financial results 
and position of the Company is 
described under the heading “Full 
Cost Accounting for Oil and Gas 
Activities (Ceiling Test)" 


Depletion expense 


The Company uses the full cost 
method of accounting for 
exploration and development 
activities. In accordance with this 
method of accounting, all costs 
associated with exploration and 
development are capitalized 
whether or not the activities 
funded were successful. The 
aggregate of net capitalized costs 
and estimated future 
development costs, less estimated 
salvage values, Is amortized using 
the unit-of-production method 
based on estimated proven oil 
and gas reserves. 


An increase in estimated proven 
oil and gas reserves would result 
in a corresponding reduction in 
depletion expense. A decrease in 
estimated future development 
costs would result in a 
corresponding reduction in 
depletion expense. 


Withheld Costs 


Certain costs related to unproven 
properties may be excluded from 
costs subject to depletion until 
proven reserves have been 
determined or their value is 
impaired. These properties are 
reviewed quarterly and any 
impairment transferred to the 
costs being depleted. 


Impairment of Property, Plant 
& Equipment 


The Company is required to 
review the carrying value of all 
property, plant and equipment, 
including the carrying value of oil 
and gas assets, for potential 
impairment. Impairment is 
indicated if the carrying value of 
the long-lived asset or oil and gas 
asset Is not recoverable by the 
future undiscounted cash flows. If 
impairment is indicated, the 
amount by which the carrying 
value exceeds the estimated fair 
value of the property, plant and 
equipment is charged to earnings. 


Asset Retirement Obligation 


The Company is required to 
provide for future removal and 
site restoration costs. The 
Company must estimate these 
costs in accordance with existing 
laws, contracts or other policies. 
These estimated costs are charged 
to earnings and the appropriate 
liability account over the 
expected service life of the asset. 
When the future removal and site 
restoration costs cannot be 
reasonably determined, a 
contingent liability may exist. 
Contingent liabilities are charged 
to earnings when management is 
able to determine the amount 
and the likelihood of the future 
obligation. 


Legal, Environmental 
Remediation and Other 
Contingent Matters 


The Company is required to 
determine whether a loss is 
probable based on judgment and 
interpretation of laws and 
regulations and whether the loss 
can reasonably be estimated. 


When the loss is determined, it is 
charged to earnings. The 
Company's management must 
continually monitor known and 
potential contingent matters and 
make appropriate provisions by 
charges to earnings when 
warranted by circumstance. 


Income Tax Accounting 


The determination of the 
Company's income and other tax 
liabilities requires interpretation of 
complex laws and regulations 
often involving multiple 
jurisdictions. All tax filings are 
subject to audit and potential 
reassessment after the lapse of 
considerable time. Accordingly, 
the actual income tax liability 
may differ significantly from that 
estimated and recorded by 
management. 


New Accounting Standards 
for 2004 


The following new and amended 
standards are expected to impact 
Eastshore in 2004 as follows: 


Accounting For Derivative 
Instruments and Hedging 
Activities 


In December 2001, the CICA 
issued Accounting Guideline, 
“Hedging Relationships", that 
deals with the identification, 
designation, documentation and 
measurement of effectiveness of 
hedging relationships for the 
purposes of applying hedge 
accounting. The guideline is 
effective for fiscal years beginning 
on or after July 1, 2003. The 
Company will assess the impact of 
the guideline should the Company 
decide to enter into hedging 
arrangements in fiscal 2004. 


Continuous Disclosure 
Obligations 


Effective March 31, 2004, the 
Company and all reporting issuers 
in Canada will be subject to new 
disclosure requirements as per 
National Instrument 51-102 
“Continuous Disclosure 
Obligations" (NI 51-102). This new 
instrument is effective for fiscal 
years beginning on or after 
January 1, 2004. The instrument 
proposes shorter reporting periods 
for filing of annual and interim 
financial statements, MD&A and 
the Annual Information Form 
("AIF"). The instrument also 
proposes enhanced disclosure in 
the annual and interim financial 
statements, MD&A and AIF. Under 
this new instrument, it will no 
longer be mandatory for Eastshore 
to mail annual and interim 
financial statements and MD&A to 
shareholders, but rather these 
documents will be provided on an 
"as requested" basis. It is 
Eastshore's intention to make 
these documents available on the 
Company's website on a 
continuous basis. 
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Business Risks 


As are all companies in the oil and 
gas business, Eastshore is exposed 
to a number of business risks, 
some of which are beyond the 
Company's control. These risks 
include the following: 


& Exploration risk - There is no 
certainty that Eastshore will 
be successful in finding 
reserves in sufficient 
quantities to replace its 
annual production volumes. 


Operational risk - the nature 
of our operations can lend 
itself to possible mechanical 
failure or errors in procedures 


f Marketing risk - the pricing 
and delivery of the Company's 
products are dependent upon 
plants operated by third 
parties and prices affected by 
many global factors. 


§ Economic risk - the nature of 
the capital markets and 
setting of interest rates can 
have a significant impact on 
profitability and share value. 


Regulatory risk - the changes 
that have occurred in the 
environmental regulations, 
royalty and taxation schemes 
have a very direct impact on 
the financial health of the 
Company. 


Eastshore mitigates these risks by 
employing highly competent 
individuals that are aware of 
these risks, are trained to succeed 
within them and in some cases in 
spite of them and have a very 
well-laid out business plan both 
from an operational and financial 
perspective. 


Outlook 


Eastshore will continue to expand 
and look for opportunities in its 
Focus Area. At present the 
Company has a $15 million 
capital budget approved by the 
Board for 2004 that will be 
initially funded by year end 
working capital, cash flow and a 
recently completed private 
placement. Eastshore's capital 
program is dynamic and if it is 
determined that the currently 
approved 2004 capital budget 
needs to be revised to meet the 
developing capital program it will 
be done so at the capital review 
meeting sometime in the second 
quarter of 2004. 
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y ee as well as evaluating the overall 


i / ae on those statements in their report 
( soe for Note 3(c) of those statements 


Financial 
Statements 


Balance Sheets 


as at December 31 


; Ee 20032002 
Assets 
Current assets 
Cash and cash equivalents Seowosaga $ 6,250 
Accounts receivable and prepaid _ Oo).572: 
7,316,661 6,250. 
Property, plant and equipment (note3) S022 == 
$16,724,984 $ 6,250 
Liabilities and Shareholders’ Equity 
Current liabilities 
Accounts payable and accrued liabilities $ 1,464,523 $ ~ 
1,464,523 : 
Asset retirement obligations (note 4) 54,513 - 
Future income taxes (note 5) _ 1,494,027 _ - 
1,548,540 = 
Shareholders’ equity 
Share capital (note 6) 13,424,406 6,250 
Contributed surplus 217,195 - 
Retained earnings 70,320 = 
: i si Rea, 250 
$16,724,984 $ 6,250 


Commitment [note 6 (d)/ 
Subsequent event (note 8) 


See accompanying notes to financial statements 


Kenneth D. Cairns 
Director 


April 22, 2004 


f/m 
Gary W. Burns 
Director 
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Statement of Earnings and Retained Earnings 


For the year ended December 31 


Revenues 
Oil and gas 
Royalties, net of ARTC 
Interest and other income 


Expenses 
Financial naa 
Administrative 
State me nts Depletion, depreciation and accretion 


Loss before income taxes 
Taxes (note 5) 

Capital taxes 

Future income tax reduction 


Net earnings 
Retained earnings, beginning of year 


Retained earnings, end of year 


Earnings per share - basic and diluted 


See accompanying notes to financial statements 
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Statements of Cash Flows 


For the 


period from 


For the Incorporation on 
year ended December 6 to 
December 31 December 31 
ee eee ee ee ee 2003 2002 
Cash provided by (used for) 
Operating activities 
Net earnings 5  oevre BRS - 
Depletion, depreciation and accretion 249,998 - 
Future income taxes (169,616) - 
__Stock based compensation 217,195 _ : 
Funds from operating activities 367,897 - 
Change in non-cash working capital (466,380) : 
SS (98,483)  - 
Investing activities 
Additions to property, 
plant and equipment (8,677,477) - 
__Change in non-cash working capital 282,513 = 
tt eee (8,394,964) = 
Financing activities 
Issuance of share capital, 
net of issuance costs 14,155,467 6,250 
Change in non-cash working capital == 34,767, - 
—  ——i(‘“‘(‘i‘i‘i‘ Ciéi‘C;Cit;wtsts*s*:*é‘érRR I ZS 6,250 
Increase in cash and cash equivalents 5,696,787 6,250 
Cash and cash equivalents, 
__beginningofperiod ss 
Cash and cash equivalents, 
end of period SED Os0aTe $ 6,250 
Cash and cash equivalents 
is comprised of: 
Cash $75,203,637) $ 6,250 
Short-term deposits eae 499,400 Se an 
ee aoe Ad oo $ 5,703,037 $ 6,250 


See accompanying notes to financial statements 
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December 31, 2003 
1 Basis of presentation 


Eastshore Energy Ltd. ("Eastshore" 
or the "Company") was 
incorporated under the laws of 
the province of Alberta on 
December 6, 2002. 


Eastshore is engaged in the 
exploration for and the 
development of petroleum and 
natural gas in Western Canada. 


The financial statements of the 
Company have been prepared by 
management in accordance with 
generally accepted accounting 
principles in Canada. The 
preparation of financial 
statements in conformity with 
generally accepted accounting 
principles requires management 
to make estimates and 
assumptions that affect the 
amounts reported in the financial 
statements and accompanying 
notes. Actual results could differ 
from those estimates. The 
financial statements have been 
properly prepared, in 
management's opinion, using 
careful judgment with reasonable 
limits of materiality and within 
the framework of the significant 
policies summarized below: 


2 Significant 
Accounting Policies 


a) Property, plant 
and equipment 


Eastshore follows the Canadian 
full cost method of accounting 
for petroleum and natural gas 
operations. All costs of exploring 
for and developing petroleum and 
natural gas properties and related 
reserves will be capitalized into a 
single Canadian cost centre. Such 


costs include those related to 
lease acquisition, geological and 
geophysical activities, lease 
rentals on non-producing 
properties, drilling of productive 
and non-productive wells, 
tangible production equipment, 
asset retirement costs, and that 
portion of general and 
administrative expenses directly 
attributable to exploration and 
development activities. Proceeds 
received from the disposal of 
properties are normally deducted 
from the full cost pool without 
recognition of a gain or loss, 
unless such a disposition would 
alter the rate of depletion and 
depreciation by 20% or more. 
When a significant portion of 
properties is sold, a gain or loss Is 
recorded and reflected in the 
statement of earnings. 


Costs of acquiring unproved 
properties are initially excluded 
from the full cost pool and are 
assessed periodically to ascertain 
whether impairment has 
occurred. When proved properties 
are assigned to the property or 
the property is considered to be 
impaired, the cost of the property 
or the amount of the impairment 
is added to the full cost pool. 
Depletion of petroleum and 
natural gas properties and 
depreciation of production 
equipment Is calculated using the 
unit-of -production method 
based upon estimated proved 
reserves, before royalties, as 
determined by an independent 
engineer. For purposes of the 
calculation, oil and natural gas 
reserves and production will be 
converted to equivalent volumes 
based upon relative energy 
content whereby one barrel of oil 
equals six thousand cubic feet of 
natural gas. | 


Property, plant and equipment is 
evaluated in each reporting 
period to determine that the 
carrying amount in a cost centre 
is recoverable and does not 
exceed the fair value of the 
properties in the cost centre. 


The carrying amounts are 
assessed to be recoverable if the 
sum of the undiscounted cash 
flows expected from the 
production of proved reserves, the 
lower of cost and market of 
unproved properties, and the cost 
of major development projects 
exceeds the carrying amount of 
the cost centre. If the carrying 
amount is not assessed to be 
recoverable, an impairment loss Is 
recognized to the extent that the 
carrying amount of the cost 
centre exceeds the sum of the 
discounted cash flows expected 
from the production of proved 
and probable reserves, the lower 
of cost and market of unproved 
properties, and the cost of major 
development projects of the cost 
centre. The cash flows are 
estimated using expected future 
product prices and costs, and are 
discounted using a risk-free 
interest rate. 


Substantially all of Eastshore's 
exploration and development 
activities are conducted jointly 
with others and, accordingly, the 
financial statements reflect only 
Eastshore's proportionate interest 
in such activities. 


Depreciation is provided on 
computer equipment and office 
equipment at annual rates of 
30% and 20% respectively on a 
declining basis. 


b) Measurement uncertainty 


The amounts recorded for 
depletion and depreciation of 
property, plant and equipment, 
and the provision for asset 
retirement obligations are based 
on estimates. The ceiling test is 
based on estimates of proved and 
probable reserves, production 
rates, oil and gas prices, future 
costs and other relevant 
assumptions. By their nature, 
these estimates are subject to 
measurement uncertainty and the 
impact on the financial 
statements of changes to 
estimates in future periods could 
be material. 


c) Asset retirement 
obligations 


Eastshore recognizes the fair 
value of an Asset Retirement 
Obligation ("ARO") in the period in 
which it is incurred discounted to 
its present value using the 
Company's credit adjusted risk- 
free interest rate. The fair value of 
the estimated ARO Is recorded as 
a long-term liability, with a 
corresponding increase in the 
carrying amount of property, 
plant and equipment. The 
capitalized amount is depleted on 
a unit-of-production basis over 
the life of the reserves. The 
liability amount is increased each 
reporting period due to the 
passage of time and the amount 
of accretion Is charged to 
earnings in the period. 


Revisions to the original 
estimated undiscounted cost as 
well as the estimated timing of 
cash flows would also result in an 
increase or decrease to the ARO. 
Actual costs incurred upon 
settlement of the ARO are 
charged against the ARO to the 
extent of the liability recorded. 


d) Cash and cash equivalents 


Cash and cash equivalents consist 
of amounts on deposit with banks 
and investments in short-term 
deposits of less than three 
months. 


e) Income taxes 


Income taxes are accounted for 
using the liability method of 
income tax allocation. Under the 
liability method, income tax 
assets and liabilities are recorded 
to recognize future income tax 
inflows and outflows arising from 
the settlement or recovery of 
assets and liabilities at their 
carrying values. Income tax assets 
are also recognized for the 


ah 


benefits from tax losses and 


deductions that cannot be 
identified with particular assets or 
liabilities, provided those benefits 
are more likely than not to be 
realized. Future income tax assets 
and liabilities are determined 
based on the tax laws and rates 
that are anticipated to apply in 
the period of realization. 


f) Flow-through shares 


Eastshore will from time to time 
issue flow-through shares to 
finance a portion of its capital 
expenditure program. Pursuant to 
the terms of flow-through share 
agreements, the tax deductions 
associated with the expenditures 
are renounced to the subscribers. 
Accordingly, share capital will be 
reduced and a future liability will 
be recorded equal to the 
estimated amount of future 
income taxes payable by 
Eastshore when the expenditures 
are made. 
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g) Stock-based compensation 


Eastshore has a stock-option plan 
as described in Note 6. Eastshore 
has adopted the fair value 
method of accounting for options 
granted to employees and 
consultants under this plan. The 
fair value of each option granted 
is estimated on the date of grant 
using the Black-Scholes option 
pricing model and charged to 
earnings over the vesting period 
with a corresponding increase in 
contributed surplus. Upon the 
exercise of the stock options, 
consideration received together 
with the amount previously 
recognized in contributed surplus 
is recorded as an increase to share 
capital. 


The Company has not 
incorporated an estimated 
forfeiture rate for stock options 
that will not vest, rather, the 
Company accounts for actual 
forfeitures as they occur. 


h) Per share amounts 


Basic per share amounts are 
calculated using the weighted 
average number of Class A and 
Class B common shares 


3 Property, Plant and Equipment 


outstanding during the year. Class 
B common shares are converted 
to Class A shares at $10.00 
divided by the higher of $1.00 
and the last 30 day weighted 
average price of the Class A 
shares. 


Diluted per share amounts are 
calculated based on the treasury 
stock method. The weighted 
average number of common 
shares is adjusted for the dilutive 
effect of the stock options. The 
dilutive effect of the stock 
options uses the proceeds 
received on exercise to purchase 
Class A common shares at the 
average market price during the 
period. The weighted average 
number of common shares for the 
year ended December 31, 2003 
was 10,753,065. In computing 
diluted earnings per share: 
363,700 shares were added to the 
weighted average number of 
common shares outstanding for 
the year ended December 31, 
2003. 


i) Revenue recognition 


Oil and gas revenues are 
recognized when title and risk 
pass to the purchaser. 


- a ee ee 2003 
Petroleum and natural gas properties $ 9,492,541 
Office equipment 111,267 
Asset retirement cost 51,917 
Accumulated depletion and depreciation (247,402) 
$ 9,408,323 


Effective January 1, 2003, the Company acquired the interests in certain 
petroleum and natural gas assets from corporations controlled by 
Directors. As this transaction was between the founding shareholders of 
Eastshore and their related companies it was considered a related party 
transaction. The petroleum and natural gas assets were transferred at the 
sellers’ carrying amount of $926,332 and a related future tax liability of 
$266,688 in exchange for 2,875,000 Class A common shares of the 


Company. (See note 6) 


At December 31, 2003, costs associated with undeveloped land of $1,743,000 have been excluded from, and 
future development costs of $100,000 were included in the depletion calculation. Eastshore has capitalized 
$296,524 of general and administrative costs directly related to the acquisition, exploration and development of 
petroleum and natural gas reserves for the year ended December 31, 2003. 


The Company performed a “ceiling test" as at December 31, 2003, under the new CICA Accounting Guideline 16 
Oil and Gas Accounting - Full Cost ("ACG-16"), which did not indicate that an impairment provision is required. 
Prices used for “ceiling test” were Gilbert Laustsen Jung Associates Ltd. crude oil and natural gas liquids price 
forecast effective January 1, 2004 as per the following table: 


Summary of Pricing and Inflation Rate Assumptions - Forecast Prices Used in Preparing Reserves Data 


Gilbert Laustsen Jung Associates Ltd. Crude Oil and Natural Gas Liquids Price Forecast - Effective January 1, 2004 


WTl Edmonton — Natural Alberta Natural Gas Liquids 
Crude at Crude Gas at Edmonton 
Cushing (40° API, AECO Spec Edmonton Edmonton Pentanes Exchange 
Oklahoma 0.3%S) $Cdn Ethane Propane Butane Plus Rate Inflation 
Year $US/bbl $Cdn/bbl /mmbtu $Cdn/bbl $Cdn/bbl $Cdn/bbl $Cdn/bbl  $US/$Cdn % 
2003 (e) 30.96 43.5] 6.66 nia 32.01 34.01 4401 0.72 2.8 
2004 full year 29.00 MS 5.85 19.50 26.75 28.75 38.25 0.75 185 
2005 26.00 33/5 By |S 17.00 2S IIS 34.25 0.75 (25 
2006 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 5 
2007 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 i 
2008 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 1.5 
2009 25.00 32250 500) 16.50 20.50 22.50 33.00 0.75 15 
2010 25.00 32.50 5.00 16.50 20.50 22.50 33.00 O78 25 
2011 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 15 
2012 25.00 32510) 5.00 16.50 20.50 22.50 33.00 0.75 15 
2013 25.00 32.50 5.00 16.50 20.50 22.50 33.00 0.75 eS 
2014 25.00 32550 5.00 16.50 20.50 22.50 33.00 OMS (RS 


2015 Escalate at 1.5 % per year thereafter 


4 Asset Retirement Obligations 


The total future liability calculated at December 31, 2003 was $108,312, with the present value of the ARO 
recorded as $54,513 and accretion expense recorded of $2,596 during the year. 


In calculating the Company's future ARO, an annual credit adjusted risk-free rate of 8% and an annual inflation 
rate of 1.5% was used to calculate the accretion expense. 


5 Income Taxes 


The tax effects of temporary differences that give rise to the future tax liability at December 31, 2003 are as 
follows: 


es fe ee) 
Tax liability 
Property, plant and equipment $ (2,041,546) 
Tax assets 
Asset retirement obligations 17,504 
Share issue costs _ 4a = eS —__ | _ 530,015 
ee 
Net future tax liability $ (1,494,027) 
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Future income tax expense differs from the amount that would be 


computed by applying the combined federal and provincial statutory tax 
rate of 40.62% to the loss before taxes as follows: 


es. a 2003 
Expected income tax recovery $ (35,526) 
Add (deduct) 

Non-deductible crown charges, net of ARTC 17,370 
Resource allowance (24,742) 
Non-deductible stock-based compensation 88,224 
Change in future tax rates (217,331) 
Other 7 - 2,369 
Future income tax reduction (169,616) 
Capital taxe 11,835 


6 Share Capital 


a) Authorized: 


Unlimited number of Class A common voting shares 
Unlimited number of Class B common convertible voting shares 


b) Issued and outstanding 


$ (157,781) 


Number 
ogling Las of Shares Amount 
Class A common shares 
_lssued foreasn £25,000) ee) 
___ Balance, December 31, 2002 _ 625,000 6,250 
Issued as consideration 
for oil and gas assets (see note 3) 2,875,000 659,644 
Issued pursuant to private placement 2,500,000 500,000 
Issued pursuant to flow-through 
public offering 5,400,000 1,080,000 
Tax effect of flow-through shares (438,696) 
Issued pursuant to private placement 2,666,667 6,000,001 
Share issue costs (1,344,534) 
_ Tax effect on share issue costs = 546,150 
___ Balance, December 31, 2003 14,066,667 7,008,815 
Class B common shares : 
Issued pursuant to flow-through 
public offering 792,000 7,920,000 
Tax effect of flow-through shares (1,504,409) 
Balance, December 31, 2003 792,000 6,415,591 
Total share capital, December 31, 2003 $13,424,406 


c) Class B shares 


The Class B shares are convertible, 
at the option of Eastshore, at any 
time after December 31, 2006 and 
before the close of business on 
December 31, 2008 into Class A 
shares upon five days prior notice 
to holders of Class B shares. The 
number of Class A shares 
obtained upon conversion of each 
Class B share will be equal to 
$10.00 divided by the greater of 
the then Current Market Price of 
the Class A shares and $1. If 
Eastshore fails to exercise the 
conversion option by the close of 
business on December 31, 2008 
then the Class B shares will be 
convertible at the option of the 
shareholders, at any time after 
January 1, 2009 and before 
February 1, 2009 into Class A 
shares pursuant to the conversion 
formula described above. Any 
Class B shares not converted by 
the close of business on February 
1, 2009 will be automatically 
converted into Class A shares 
pursuant to the conversion 
formula described above. 


d) Flow-through shares 


On June 4, 2003, Eastshore sold 
5,400,000 Class A shares on a 
flow-through basis at an issue 
price of $0.20 per share for gross 
proceeds of $1,080,000 and 
792,000 Class B shares for gross 
proceeds of $7,920,000. 
Eastshore's total commitment for 
flow-through expenditures is 
$9,000,000. 


During the year ended December 
31, 2003 Eastshore incurred 
capital expenditures totaling 
$4,783,612 related to the flow- 
through share issue and reduced 
share capital for the tax effect in 
the amount of $1,943,105. As at 
December 31, 2003 Eastshore has 
a remaining obligation to incur 
approximately $4,216,000 of 
qualifying expenditures prior to 
December 31, 2004. 


e) Shares in escrow 
and subject to hold 


In connection with Eastshore's 
initial public offering on June 4, 
2003, 4,635,000 Class A shares 
were held in escrow. The shares 
will be released in 15% tranches 
during six consecutive intervals 
over a 36 month period 
commencing December 4, 2003. 
At December 31, 2003 there were 
1,158,756 shares released from 
escrow. The shares are also subject 
to a twelve month hold period 
imposed by applicable securities 
legislation commencing on May 1, 
2003 and expiring May 2, 2004. 


In addition 433,332 of the Class A 
shares subject to the above 
agreement are also subject to an 
escrow agreement dated 
December 20, 2002. These shares 
will be released from escrow on 
the earlier of: 


i) the sale of substantially all of 
the shares of Eastshore 


ii) the second anniversary of the 
listing of the Corporation's 
Class A shares on any of the 
various stock exchanges, 
which is June 4, 2005 and 


iii) as to 50% of the shares in 
escrow on December 20, 2003 
and any shares remaining in 
escrow on December 30, 
2004. 


Class A shares purchased prior to 
the completion of the Company's 
initial public offering of June 4, 
2003 are currently subject to a 
twelve month hold period 
imposed by applicable securities 
legislation commencing on May 1, 
2003 and expiring on May 2, 
2004. The number of Class A 
common shares subject to this 
hold is 1,365,000. 


f) Participation 
of Officers and Directors 


During the year the officers and 
directors of Eastshore participated 
in the initial public offering by 
purchasing flow-through shares 
consisting of 87,000 Class A 
common shares and 12,760 Class 
B common shares. Pursuant to 
private placements throughout 
2003, an additional 1,220,000 
Class A common shares were 
issued to officers and directors. 
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g) Stock options 


During the year ended December 
31, 2003, options to purchase 
1,040,000 Class A common shares 
were issued at prices of $1.21, 
$1.08 and $1.65. The weighted 
average price of the options 
granted was $1.21. All of these 
options were outstanding at 
December 31, 2003. The options 
vest one third per year 
commencing the first anniversary 
of their grant date and as such at 
December 31, 2003 no options 
were exercisable. The options have 
a five year term. 


h) Stock Based Compensation 


The Company has adopted the 
new accounting policy for stock- 
based compensation related to 
stock options, which requires the 
use of the fair value method for 
recognizing a compensation 
expense for all options granted to 
employees. As a result of this 
standard, the Company recorded 
compensation expense of 
$217,195 to administrative 
expenses with the offset to 
contributed surplus. 


The fair value of each option was 
estimated on the date of the 
grant using the Black-Scholes 
option pricing model with the 
following weighted average 
assumptions: 


: : __— aes 
Risk free interest rate 3.8% 
Expected hold period 

prior to exercise(years) 5 
Expected volatility 70% 


Dividend yield per share - 


The weighted average fair value 
of each option granted was $0.80. 


7 Financial instruments 


The Company's financial 
instruments consist of accounts 
receivable, accounts payable, and 
accrued liabilities. Unless 
otherwise noted, it is 
management's opinion that the 
Company is not exposed to 
significant interest, Currency, or 
credit risks arising from these 
financial instruments. 


Fair Values: 


Accounts receivable, and accounts 
payable, and accrued liabilities 
have carrying values that 
approximate their fair values due 
to the short-term to maturity of 
these financial instruments. 


8 Subsequent Event 


On February 12, 2004, Eastshore 
closed a bought-deal financing 
consisting of 1,708,334 Class A 
shares at a price of $3.00 per 
share for total gross proceeds of 
approximately $5,125.000. 
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